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Highlights of 1968 


Sales 


Earnings Before Taxes 


Federal Income Taxes 


Surtax 


Net Earnings 


Surtax Per Common Share 


Earnings Per Common Share 


Number of Employees 


Number of Shareholders 


Average Number of Common Shares Outstanding . . 


Cook Coffee 


1967 


$386,917,729 


Cook and Gray 


1968 

$443,857,877 

$ 16,830,789 

$ 7,523,708 

$ 803,292 

$ 8,503,789 

$ .21 

$ 2.26 

11,900 

6,738 

3,742,824 


$ 12,535,551 

$ 5,659,250 

- 0 - 

$ 6,876,301 

— 0 — 

$ 1.86 

7,900 

4,495 

3,674,661 


1968 

$577,174,314 

$ 24,936,047 

$ 10,899,240 

$ 1,182,060 

$ 12,854,747 

$ .28 

$ 2.40 

16,400 

11,683 

4,158,459 


1967 

$480,516,464 

$ 18,623,345 

$ 8,490,150 

— 0 — 

$ 10,133,195 

- 0 — 

$ 1.79 

11,900 

8,898 

4,080,921 


ANNUAL MEETING 

The Annual Meeting of Shareholders will 
be held at I>:00 p.m. on April 21+, 1969 at 
the Hollenden House , East Sixth at 
Superior , Cleveland , Ohio . 
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To Our Shareholders 



For Cook Coffee Company, 1968 was a year of extraordi¬ 
nary growth combined with record sales and earnings 
for the seventh consecutive year. 

For 1968, net sales were $444 million, up 15% over 
1967; net income was $8.5 million, up 24%; and earnings 
per common share were $2.26, an increase of 22% over 
the $1.86 earned in 1967. The $2.26 per share was after 
providing approximately $.21 per share for the recently 
enacted Federal Income Tax surcharge. 

The merger of Cook and Gray Drug Stores, Inc. was 
overwhelmingly approved by the shareholders of both 
companies at special shareholders meetings held on March 
13, 1969. As of this date the consummation of the merger 
is awaiting the receipt of a favorable tax ruling from the 
Internal Revenue Service. Financial information is pre¬ 
sented herein for Cook and also for Cook and Gray 
assuming consummation of the merger and treatment of 
the transaction on a pooling of interests basis. 

The merger with Gray will make us a major factor in 
the drug field. Gray is a superbly-managed, Cleveland- 
based company that operates over 100 drug stores and 
22 junior department stores, as well as two photo-finish¬ 
ing plants. Its annual sales of $133 million are among 
the largest in the drug merchandising field. The future 
of the drug business is bright, and vigorous growth for 
Gray's operations is foreseen for 1969 and beyond. 

For 1968, the combined companies had net sales of 
$577 million and net income of $12.9 million. Earnings 
per common share for the combined companies were 
$2.40, a 34% increase over the 1967 earnings per share 
of $1.79. 

The acquisition of Gray Drug is another major step 
in Cook’s carefully planned growth and acquisition pro¬ 
gram, and in its development from a supermarket and 
discount department store chain into a more broadly- 
based leader in the sale and distribution of consumer 
merchandise and services, operating in 24 states from 
coast to coast. 

Our acquisitions have all been in fields in which Cook 
had already established a successful record of experience, 
and they make possible both closely knit, efficient opera¬ 
tions and earnings-oriented growth. 

In addition, during 1968 your company grew through 
strong internal development based upon intensive ex¬ 
ploitation of marketing opportunities, and will now em¬ 
ploy a work force of 16,000 persons. 

Your company strengthened its discount department 
store division by acquiring M. N. Landau Stores, Inc., 
New York-based operators of Clark’s Discount Depart¬ 
ment Stores. The Clark’s operations, a business operat¬ 
ing in 15 states, is most capably managed and profitable. 


Its soft goods orientation complements Cook’s tradi¬ 
tional emphasis on hard goods. Moreover, Clark’s stores 
are generally located in smaller cities, while Cook’s stores 
are normally found in large metropolitan areas. The 
interaction of Clark’s retailing experience with Cook’s 
is expected to enhance the sales and profits of the com¬ 
pany’s entire Discount Department Store Division. 

Another significant acquisition was that of Mid-West 
Paper Products Company, a well-known distributor of 
industrial papers and related products, operating pri¬ 
marily in Michigan. That company, whose sales during 
1968 were $11 million provides Cook with a new distri¬ 
bution capability in an important marketing area. Well 
managed and highly profitable, Mid-West Paper enjoys 
unusual opportunities for growth and development, both 
in its native Michigan and in adjoining states. 

Cook’s acquisition policy rests upon three basic princi¬ 
ples: 

1. To obtain profitable, well-run enterprises in fields 
supplementing or complementing existing opera¬ 
tions; 

2. To retain qualified management interested in seek¬ 
ing and sharing mutual growth; 

3. To achieve for shareholders a higher return on in¬ 
vestment through improvement of equity and 
earnings. 

Your management sincerely believes that the acqui¬ 
sitions made in 1968 meet all these principles. 

Though the economic climate is uncertain, your man¬ 
agement is hopeful and optimistic about performance 
during 1969. We expect this to be a year of continued 
profitable growth, combined with carefully paced in¬ 
ternal consolidation that will fully integrate all enter¬ 
prises acquired last year into the Cook family. 

Cook’s aggressive expansion program has always been 
tempered by caution. Yet your company’s traditional 
goal of seeking dynamic growth was met during 1968 
and we expect it will be met in 1969. 

Today, Cook stands as a large, diversified merchandis¬ 
ing company with enhanced profit potential. Though 
proud of our past performance, we are eager to surpass 
ourselves in the future. With continuing support from 
shareholders, management and employees, I look forward 
to another year of achievement for Cook Coffee Company. 

Sincerely, 

(&• 

V Roy B. Miner, President 

March 28, 1969 
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Review of Operations 


Growth during 1968, which transformed Cook into a 
larger and more dynamic company, was paralleled by a 
number of steps designed to achieve certain basic goals 
for your company. The most important of these steps 
are summarized below. 

The shareholders gave support to continued growth of 
the company by approving increases from the 2,500,000 
common shares authorized at the end of 1967, to 20,000,- 
000 common shares authorized at the special sharehold¬ 
ers meeting held on March 13, 1969. 

In May, 1968, the Board of Directors authorized a 
100% share distribution on the common shares. Cook 
is now known nationwide by a broad public and is inter¬ 
ested in a still broader distribution of its shares. 

The Board also voted a cash dividend to replace the 
12 year old, three per cent semi-annual stock dividend. 
During 1968, three quarterly cash dividends of 
each were paid to common shareholders. The company 
believes that it can continue to pay a cash dividend and 
still sustain the excellent rate of growth experienced 


during the period of its stock dividend policy. 

To obtain additional funds in support of its expansion 
program, Cook entered into an agreement to sell and 
lease back certain properties. Under this arrangement, 
the company received $9,460,000 in 1968, and an addi¬ 
tional $5,225,000 early in 1969. The company strongly 
feels the sums invested in real estate can be used to 
better advantage in its retail operations. 

During the year, Cook established its first overseas 
affiliate, Cook International, with offices in Hong Kong, 
and Tokyo, Japan. Cook International is functioning 
initially as a buying office, seeking products throughout 
the Far East for Cook’s retail, and wholesale-distribution 
divisions. The company expects to achieve, in addition 
to the control of quality, significant savings on imported 
items which, in the Cook tradition, will be passed on to 
consumers through lower prices. 

A detailed review of Cook’s various operating divisions 
follow. 



Supermarket Division 


For many years, the keystone of Cook’s growth and pros¬ 
perity has been its supermarket division. This is based 
on the unsurpassed values that all our Pick-N-Pay and 
discount food stores have traditionally made available 
to customers. 

Four factors—unusual service, exceptional quality, 
attention to detail and minimum price—have led Cook’s 
Pick-N-Pay Stores to ffrst place in Cleveland. 

During 1968, Cook opened two new discount food 
stores, including one free-standing Ontario Store in 
Columbus, Ohio, and one unit using Cook’s own name 


for the first time. The Cook’s Store is combined with 
our Cook’s discount department store, located in Kan¬ 
sas City, Kansas, a new state for the company. One unit 
which did not meet Pick-N-Pay standards for size was 
converted into a full-line Jay Drug Store. 

In 1969, the company plans to open three additional 
discount supermarkets in new company operated dis¬ 
count department stores. 

Today, some 74 supermarkets (60 Pick-N-Pay con¬ 
ventional supermarkets and 14 discount units) provide 
approximately 1,000,000 people each week with food 
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and household products ranging from prime cut filet 
mignon to scouring powder. 

Pick-N-Pay, which sells both private label and na¬ 
tionally advertised merchandise, has always led in pro¬ 
viding the public with the greatest variety of famous 
national brands, along with a large selection of Cook’s 
own Edwards, Laurie Ann, and Farmview brands. 

To assure the quality of certain perishable goods, 
Cook operates a meat processing plant, bakery, dairy, 
snack foods plant, egg farm, and coffee roasting plant. 
All departments in company supermarkets are owned 
and operated by Cook except for 14 stores which contain 
leased baked-goods departments. 

Cook’s knowledge of regional buying preferences, and 
its ambitious program of “perpetual renewal”, under 
which the company annually spends over $1,000,000 to 
modernize and update its stores, combine to help Cook 
maintain its leading role in food merchandising. During 
1968, some 20 units were remodeled with decors that 
varied from Sea-Side to English Tudor. In each instance, 
the decor chosen was in character with the neighborhood. 

In years to come, we expect our food business to ex¬ 
pand at a carefully measured pace, with continued confi¬ 
dence of consumers in the areas we serve. 

During 1968, Cook increased to 600,000 square feet its 


food distribution complex which serves five major prod¬ 
uct groups all under one roof. These include dry grocer¬ 
ies, fruits and vegetables, frozen foods, bakery products 
and dairy products. 

The food distribution facility employs over 500 people, 
and has an average storage of 15,400,000 pounds, of 
which 7,500,000 pounds are shipped weekly. Frozen food 
storage area totals 30,000 square feet and refrigerated 
storage occupies 25,000 square feet. Over 8,500 different 
items are stocked in the warehouse. 

Massive coolers receive fresh produce immediately 
upon arrival. All produce at the warehouse is shipped 
daily to the stores; quality guarded every mile of the 
way in modern temperature controlled trucks. Special 
electronically controlled coolers ripen bananas scientifi¬ 
cally for the utmost in eating pleasure. 

The food warehouse is directly accessible by rail or 
trailer, and is controlled by a computerized system that 
sorts out mountains of products on their way from manu¬ 
facturers to supermarkets. Fifteen railroad cars and 92 
trailers can be unloaded or loaded simultaneously at 
this complex. 

This facility gives Cook complete control of quality 
while assuring prompt delivery and minimum price 
mark-ups at the retail level. 



Discount Department Store Division 


The Discount Department Store Division showed sub¬ 
stantial growth during 1968, not only through acquisi¬ 
tions, but within its existing stores, and has embarked, 
in the last two years, upon a planned, continuous re¬ 
modeling and updating program which has resulted in 
excellent increases in volume and profits. 

The increases are also a reflection of the constant re¬ 
finement of the merchandising program which has resulted 
in exciting new classifications and categories never before 
available to the customers of our discount department 
stores. A great deal of emphasis in our mechandising 
and promotional program has been placed in our plumb¬ 
ing, electrical, tools and home improvement items de¬ 
signed to appeal to the “do it yourself” market. Millions 
of consumers are becoming ever more interested in 
purchasing this type of merchandise due to increased 
leisure time and the rising costs of materials and labor. 

In addition to this, there has been a marked increase 
in the advertising exposure and promotional capability 
which is a direct result of our additional new stores in 
our marketing areas and the increased sales volume. For 
the first time in 1968, there was a concerted effort to 


promote our Discount Division through the use of radio 
and TV to advertise the fact that we sell 70,000 items 
including nationally famous quality merchandise at the 
“lowest possible prices everyday”. This effort resulted 
in the achievement of a new plateau in that our existing 
Cook/Uncle Bill’s/Ontario stores increased their average 
annual sales to four and one-quarter million dollars per 
store. 

The acquisition of the M. N. Landau Stores, Inc. added 
to this division the 46 Clark’s stores which have pioneered 
self-service, discount, mass merchandising in 15 states. 

Clark’s, whose annual sales average $1,900,000 per 
store, emphasize soft goods, such as apparel and domes¬ 
tics, and will prove to be an important factor in the 
development of the future Cook discount stores as we 
envision them and which will have a better balance of 
hardgoods and softgoods. The presentation to the con¬ 
sumer will be even more complete, more attractive and 
more appealing than ever before in our history. 

The Clark’s stores operate with the same philosophy 
as the Cook/Uncle Bill’s/Ontario stores in that they sell 
only first quality, nationally advertised merchandise at 
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the lowest possible prices. They also adhere to the con¬ 
cept of service and consideration for the customer by 
having a liberal refund policy, raincheck guarantee on 
advertised items, and a strict policy of having what they 
advertise. In addition, they offer credit and lay-a-way 
service to their customers. 

Clark’s exciting growth in both sales and profits has 
been under the direction of their President, William 
Landau, who was elected to the Cook’s Board of Di¬ 
rectors on March 13, 1969. 

Upon completion of the merger with Gray Drug Stores, 
Inc., Cook’s rapidly growing Discount Department Store 
Division will add the 13 unit Bargain City chain, which 
has progressed steadily under its able President, Hyman 
Swolsky, and the nine Rink’s Junior Department Stores. 

Consolidated Sales Company, acquired in 1967, under 
the direction of its President, Martin Lewis, operates in 
addition to its full-line discount stores, tire, battery, and 
auto service centers, and free-standing discount gas sta¬ 
tions which will be implemented in all discount depart¬ 
ment stores where adequate space is available. 

During the year 1968, Consolidated was in the process 
of developing its new 130,000 square foot store which 
opened on March 6th of this year; Clark’s opened four 
new stores, one in Thomasville, Georgia, one in Jackson¬ 
ville, North Carolina, and two in Oklahoma; the eighth 
Uncle Bill’s store opened in Cleveland in March; the first 
store under the Cook name opened in Kansas City, Kansas 
in October, and the newest Cook store opened in Youngs¬ 
town in November. Our Discount Foods Division opened 
stores in combination with the Cook Store in Kansas 
City and also with the Consolidated Store in Louisville. 
All of these stores reflect the latest thinking in decor, 
store planning, beauty and functionability. 

In the year 1969, a total of 15 discount department 


stores are expected to be opened, three of which have the 
Discount Food Division of Cook in combination with the 
non-food under one roof. Stores are planned for St. Louis, 
Kansas City, and Fort Worth, all areas where we present¬ 
ly have stores, and this will increase our capability of 
being a dominant, major factor in those markets. In 
addition to these locations, there will be a penetration 
into the Florida market with two stores, additional stores 
in Texas, Oklahoma, New York, and North Carolina, as 
well as our first entry into West Virginia. 

At the end of 1968, Cook and Gray operated a total of 
97 discount department stores under seven different 
names: Bargain City, Clark’s, Cook, Consolidated Sales, 
Ontario, Rink’s and Uncle Bill’s. 

By the end of the year 1969, we expect to be operating 
a total of 112 discount department stores in 19 states. 
Additional stores, plus the increases in sales that are 
being generated in existing stores by the continuous 
progress in merchandising and in operating and promo¬ 
tional methods, should result in another exciting year 
for the Discount Division of the Cook Family. 

The year 1969 should also see the blending of all the 
Discount Department Store Divisions which will achieve 
substantial savings operationally, increased volume pur¬ 
chasing and streamlined distribution to all stores. The 
development of a stronger, more complete program will 
put us in an even better competitive position, enabling 
us to generate more and more volume, and increase the 
profitability of those stores which are not now reaching 
their full potential. We can anticipate sales of eight to 
nine million dollars (exclusive of supermarket sales) in 
the projected 80,000 to 90,000 square foot stores of the 
near future since they will reflect all of the refinements 
and improvements we have been building into our stores 
each year. 



Home Service Routes 


Cook’s first operating area was its Home Service Routes. 
Cook salesmen on established routes serve as many as 
400 customers each on a bi-weekly basis. On each call, 
merchandise which was ordered two weeks previously is 
delivered, and a new order is taken for delivery two 
weeks hence in a perpetual cycle. 

Coffee, tea, and over 200 other grocery and household 
products are sold on a cash basis. More expensive, non¬ 
food items such as irons, toasters, and small appliances 
are sold on a convenient credit plan. 

Quality and service are the prime reasons for a house¬ 
wife to trade with a routeman. Premiums are a bonus 


for the customer. 

During 1968 a number of routes were consolidated to 
to enhance profitability, so that Cook was operating 259 
routes in 10 states at year’s end. Distribution was also 
streamlined. Eight small warehouses serving the routes 
were replaced by three major distribution centers, each 
with its own office and warehouse facilities. 

Affluent times and tightness of the labor market have 
itensified the problem of route salesman recruitment. To 
offset the problem, great strides have been made in re¬ 
ducing personnel turnover. More productive, consoli¬ 
dated routes have been part of the solution. 
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Wholesale Distribution Division 



Cook’s Wholesale Distribution Division, little more than 
two years old, is an exciting growth area. Its prospects 
for the future have been boldly enhanced by acquisition 
of Mid-West Paper Products Company, a well-known 
wholesale distributor and processor of industrial papers, 
packaging supplies and miscellaneous paper and plastic 
products. 

Mid-West, which distributes some 17,000 items to 
8,000 accounts, operates principally in Michigan from 
offices in Detroit and Kalamazoo, but also does business 
in Northern Indiana, Western Ohio, Illinois, and Western 
New York. Its staff consists of 31 salesmen and 150 
other employees. 

Mid-West is equipped with a modern computer to 
handle receiving, processing, and billing of merchandise, 
for accounting purposes, and for inventory controls. 

The company, which sells 90% of its products to in¬ 
dustrial concerns and 10% to retailers, is also the leading 
distributor of military packaging papers in its area. Its 
plastic packaging division has introduced many signifi¬ 
cant innovations in the industrial area of new products 
packaging. 

Stem Distributing Company, a major component of 
Cook’s distribution division, is in the midst of a broad- 
scale expansion program that is expected to render dra¬ 
matic results within the next two years. 

In 1968, Stem occupied an ultra-modern 130,000 square 
foot warehouse adjoining Cook’s headquarters. This new 
distribution center is an efficient, low-cost operation 
allowing Stem to continue its historic competitive posi¬ 
tion and still generate necessary profits. 

At the end of 1968, Stem was handling six merchandise 
categories—four more than in 1967. Items carried were 
tools, sporting goods, hardware, automotive supplies, 
paint and home improvement items, and lawn and gar¬ 
den equipment. 

One key to Stem’s success is its sensible degree of 


automation. This includes a system which automatically 
moves merchandise from receiving docks to storage and 
from storage areas directly to shipping docks. Also, good 
use of high-lift fork trucks make palletizing feasible which 
maximizes storage ability and merchandise movement. 

Many complex studies were required to determine the 
best systems of moving merchandise. In the tool category, 
for example, Stem handles 2,000 different items. Yet 
the warehouse’s logical arrangement permits orders to be 
shipped on the day they are received in the warehouse. 

The company’s two IBM computers enable Stem to 
keep a complete inventory control of its 11,000 items on 
a daily basis. This is of utmost importance to maintain 
a balanced inventory and to keep the out of stock items 
to a minimum. In addition, all work orders and invoices 
are prepared through the computers giving Stem the 
valuable ability to preprice invoices and packing slips 
with the customer’s selling prices. 

Since Stem is service oriented, communications and 
delivery lines are constantly being revised for more effi¬ 
cient and effective operations. This permits more rapid 
delivery than most competing distributors and manu¬ 
facturers. 

Stem salesmen not only blanket Ohio, but sell in 
Indiana, Illinois, Kentucky, Michigan, Missouri, Penn¬ 
sylvania, West Virginia, Western New York, and more 
recently Texas, Oklahoma, Iowa and Montana. 

Oscar Robbins & Company, a Pittsburgh based whole¬ 
sale specialist in sporting goods acquired in 1967, is an¬ 
other important segment of Cook’s distribution division. 

In December, 1968, Oscar Robbins moved their offices 
and warehouse to 4760 Centre Avenue, Pittsburgh, Penn¬ 
sylvania. This new facility, in a greatly improved loca¬ 
tion, has tripled the warehouse space and provided a fine 
dealer’s showroom. 

Robbins sales are made both to independent dealers 
and large chains outside of the Cook complex. 



Cook’s smallest division, its institutional food service 
business, is one from which substantial growth is expected 
in the future. In early 1970 Cook plans to move the Bill 
Ryan Provision Company, key company in this division, 
into a plant triple the size of its present quarters. This 


will enable the company to serve additional institutional 
customers, including restaurants, hotels, and hospitals, 
with meats, butter, eggs, frozen foods, and selected 
grocery items. 
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In early 1968, Cook acquired Akron Vitamin and Cos¬ 
metic Distributors, Inc., and affiliated companies which 
had nine discount drug stores in Akron, Warren, Canton, 
Toledo, Lorain, Elyria, and Cleveland. The stores gen¬ 
erally operate in heavier traffic locations, occupying 
premises of up to 5,000 square feet. 

We later acquired locations in Columbus and Lima, 
Ohio and in Fort Wayne, South Bend, and Elkhart, 


Indiana. By year end, we had 23 units including a former 
Pick-N-Pay Supermarket which was converted into a 
full-line drug store that also sells convenience foods. 

Since the end of the year, the warehousing operations 
of Akron and Jay Drug Stores have been combined in a 
new 113,000 square foot warehouse adjacent to the 
company’s other distribution facilities. 


Gray Drug Stores, Inc . 


Cook’s infant Drug Store Division will develop into one 
of the nation’s largest drug chains through merger with 
Gray Drug Stores, Inc., a Cleveland-headquartered com¬ 
pany. 

At year’s end, Gray operated 113 conventional units; 
19 discount drug stores; 60 prescription, health and 
beauty aids leased departments; and four leased pharma¬ 
cies in union health centers. This, in addition to nine 
Rink’s and 13 Bargain City junior department stores, 
which enlarge Cook’s Discount Department Store Divi¬ 
sion, and two photo finishing plants. 

In many ways, the history of Gray Drug parallels that 
of Cook. Operating principally in Ohio, it was incorpo¬ 
rated in 1928 as Weinberger Drug Stores, Inc., and for 
many years operated only conventional drug outlets. 
Diversification into the discount department store field 
was accomplished through acquisition as in Cook’s case. 

Gray, with 18 years of consecutive sales growth, has 
sought to build maximum strength within a relatively 
limited geographical area. 

Its return on sales is believed to be well ahead of the 
average of the 11 largest publicly held companies oper¬ 
ating principally as drug chains. 

Most of its stores are located in fast growing metro¬ 
politan areas, with strong emphasis on suburban sites. 

The company has remodeled and upgraded an average 
of over 30 stores annually, providing a decorator atmos¬ 
phere that complements competitive prices. Gray’s repu¬ 
tation for quality has enabled the company to sucessfully 
open an average of 20 new stores a year during the past 
five years, while weeding out marginal units. Gray’s will 


to grow, a product selection of 25,000 different items, and 
effective advertising have enabled Gray to increase its 
share of the market very substantially in the face of 
strong competition. 

Virtually all Gray stores are self-service with 20 hav¬ 
ing restaurant facilities and eight others offering limited 
counter service. 

Both Gray’s discount drug stores and leased drug de¬ 
partments are operated by the Gray’s King Division. 
Leased departments are operated in the company’s own 
junior department stores, as well as in other major 
junior department stores. 

The Rink’s department stores, acquired by Gray in 
1964, and the Bargain City stores, acquired in 1967, 
operate stores of up to 100,000 square feet each, and 
offer widely diversified lines—some through leased de¬ 
partments. Rink’s has traditionally emphasized soft 
goods; Bargain City, hard goods. The Rink’s stores are 
centered in Southwestern Ohio and North Central Ken¬ 
tucky; the Bargain City stores in Central and North¬ 
western Ohio. 

Gray is an exceptionally well managed company, under 
the stewardship of C. W. Evans, Chairman of Gray’s 
Board, and Adolph Weinberger, Chairman of Gray’s 
Executive Committee, both of whom are newly elected 
Directors of the Cook Coffee Company. 

The conventional and discount drug store field is one 
of the fastest growing areas in retailing today. Gray’s 
long term program of expanding drug outlets and partici¬ 
pation in the prescription drug market should add sig¬ 
nificantly to Cook’s earnings base. 
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10 Year Comparative Record 



1968 

1967 

1966 

1965 

OPERATING RESULTS 

Sales. 

$443,857,877 

$386,917,729 

$338,603,928 

$279,211,020 

Income from Operations 

before Depreciation. 

22,943,692 

17,937,469 

15,959,048 

13,173,468 

Depreciation. 

4,257,376 

3,804,992 

3,260,446 

2,686,292 

Income from Operations. 

18,686,316 

14,132,477 

12,698,602 

10,487,176 

Interest Expense. 

1,855,527 

1,596,926 

1,312,571 

968,625 

Income before Federal Income Tax . . 

16,830,789 

12,535,551 

11,386,031 

9,518,551 

Federal Income Tax. 

8,327,000 

5,659,250 

5,414,669 

4,557,350 

Net Income. 

8,503,789 

6,876,301 

5,971,362 

4,961,201 

Net Income per Common Share . . . 

2.26 

1.86 

1.57 

1.34 


OTHER FINANCIAL AND STATISTICAL INFORMATION AT YEAR END: 

Average Number of 


Common Shares Outstanding. 

3,742,824 

3,674,661 

3,761,193 

3,714,716 

Common Shareholders’ Equity per Share 

11.95 

9.71 

7.76 

6.32 

Number of Common Shareholders . . . 

6,738 

4,495 

4,672 

4,751 

Number of Employees. 

11,900 

7,900 

7,700 

6,000 

Number of Supermarkets. 

73 

72 

68 

63 

Number of Discount Department Stores. 

75 

26 

25 

19 

Number of Home Service Routes . . . 

259 

388 

474 

532 

Number of Drug Stores. 

23 

6 

5 



Per share figures are computed after deducting preferred dividend requirements and are based on the average number of shares outstanding during 
each period after giving effect to the 100% share distribution made on May 15, 1968, stock dividends, and, where applicable, shares issued in 
connection with acquisitions of companies accounted for as poolings of interests. 
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COOK COFFEE COMPANY AND SUBSIDIARIES 


1964 

1963 

$236,608,395 

$185,070,337 

11,053,380 

8,947,057 

2,324,447 

1,958,037 

8,728,933 

6,989,020 

740,931 

627,015 

7,988,002 

6,362,005 

3,931,000 

3,285,842 

4,057,002 

3,076,163 

1.07 

.77 


3,806,698 

4,018,733 

5.34 

4.58 

4,647 

3,703 

5,000 

4,700 

60 

57 

18 

18 

626 

628 


1962 

1961 

$154,567,431 

$127,883,458 

6,888,952 

5,235,664 

1,813,982 

1,544,421 

5,074,970 

3,691,243 

593,599 

427,340 

4,481,371 

3,263,903 

2,272,000 

1,585,000 

2,209,371 

1,678,903 

.53 

.40 


4,167,031 

4,248,954 

3.97 

3.70 

3,872 

4,011 

4,200 

4,150 

52 

47 

12 

8 

668 

649 


I960 

1959 

$120,067,547 

$100,491,253 

5,172,939 

4,422,599 

1,304,876 

928,524 

3,868,063 

3,494,075 

307,062 

156,644 

3,561,001 

3,337,431 

1,780,000 

1,565,054 

1,780,201 

1,772,377 

.43 

.43 


4,178,449 

4,082,877 

3.40 

3.22 

2,864 

2,309 

3,700 

3,450 

42 

37 

6 

3 

671 

676 
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Statement of 

Consolidated Financial Condition 

Cook Coffee Company and Subsidiaries 

and Pro Forma Combined Statement of Consolidated Financial Condition 

Cook Coffee Company and Subsidiaries and Gray Drug Stores, Inc. and Subsidiaries 

December 28, 1968 and December 30, 1967 


Assets 


Cook and Gray 

Cook Combined—Note B 



1968 

1967 

1968 

1967 

CURRENT ASSETS 

Cash. 

$ 8,454,658 

$ 7,673,963 

$ 11,838,311 

$ 10,533,231 

Notes receivable. 

3,783,333 

-0- 

3,783,333 

-0- 

Trade accounts receivable. 

7,666,141 

5,627,169 

9,511,031 

6,479,731 

Less allowance for doubtful accounts. 

828,899 

613,454 

858,899 

643,454 


6,837,242 

5,013,715 

8,652,132 

5,836,277 

Inventories—at lower of cost 

(generally first-in, first-out) or market. 

61,623,957 

34,796,242 

94,002,541 

57,167,551 

Prepaid expenses. 

2,217,757 

1,721,279 

2,956,771 

2,179,632 

TOTAL CURRENT ASSETS 

82,916,947 

49,205,199 

121,233,088 

75,716,691 

PROPERTY, PLANT, AND EQUIPMENT— 
on the basis of cost—Note I 

Land. 

5,661,213 

5,638,133 

5,824,570 

5,799,235 

Buildings. 

19,786,228 

21,797,948 

19,858,800 

21,870,521 

Furniture, fixtures, and equipment. 

31,237,162 

25,092,316 

38,735,562 

31,276,503 

Leasehold improvements. 

8,446,050 

4,943,065 

12,094,820 

7,619,951 


65,130,653 

57,471,462 

76,513,752 

66,566,210 

Less allowances for depreciation and amortization 

19,626,485 

16,694,318 

24,219,876 

20,605,612 


45,504,168 

40,777,144 

52,293,876 

45,960,598 

OTHER ASSETS. 

1,206,592 

1,031,146 

1,716,621 

1,308,690 

COST OF BUSINESSES IN EXCESS OF 

NET ASSETS ACQUIRED-Note C 

12,799,768 

183,050 

16,879,107 

1,744,277 


$142,427,475 

$ 91,196,539 

$192,122,692 

$124,730,256 
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Liabilities and Shareholders' Equity 


Cook and Gray 

Cook Combined—Note B 



1968 

1967 

1968 

1967 

CURRENT LIABILITIES 

Notes payable to banks and others 

$ 4,308,346 

$ 1,074,000 

$ 5,560,290 

$ 1,074,000 

Trade accounts payable. 

38,473,869 

23,092,194 

52,349,708 

30,341,304 

Salaries and wages. 

1,261,232 

881,866 

2,070,990 

1,940,548 

State and local taxes. 

3,206,469 

2,322,474 

4,059,056 

2,958,577 

Federal income taxes. 

5,743,398 

3,992,231 

7,619,325 

6,482,618 

Current portion of long-term debt. 

2,162,415 

1,922,402 

2,858,490 

1,922,402 

TOTAL CURRENT LIABILITIES 

55,155,729 

33,285,167 

74,517,859 

44,719,449 

LONG-TERM DEBT-Note D 

Notes payable. 

19,550,023 

18,696,966 

23,242,174 

18,696,966 

Convertible Subordinated Debentures . . . 

18,700,000 

-0- 

18,700,000 

-0- 


38,250,023 

18,696,966 

41,942,174 

18,696,966 

DEFERRED FEDERAL INCOME TAXES 

3,137,660 

2,606,650 

3,137,660 

2,606,650 

RETIREMENT BENEFITS-Note E 

966,802 

743,252 

966,802 

743,252 

SHAREHOLDERS’ EQUITY-Notes D, F, and G 

Capital shares: 

$2.25 Preferred. 

186,000 

186,000 

186,000 

186,000 

$1.70 Preferred. 

—0- 

-0- 

1,662,540 

1,625,040 

Common, $1 par value. 

3,776,888 

3,676,816 

4,192,523 

4,083,076 


3,962,888 

3,862,816 

6,041,063 

5,894,116 

Capital in excess of par value. 

13,934,954 

12,045,730 

22,726,616 

20,134,267 

Retained earnings. 

27,036,857 

19,955,958 

42,807,956 

31,935,556 


44,934,699 

35,864,504 

71,575,635 

57,963,939 

Less cost of Common Shares in treasury. 

17,438 

-0- 

17,438 

-0- 


44,917,261 

35,864,504 

71,558,197 

57,963,939 

$142,427,475 

$ 91,196,539 

$192,122,692 

$124,730,256 


See notes to financial statements. 
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Statement of 

Consolidated Income 

Cook Coffee Company and Subsidiaries 

and Pro Forma Combined Statement of Consolidated Income 

Cook Coffee Company and Subsidiaries and Gray Drug Stores , Inc. and Subsidiaries 
Fiscal years ended December 28, 1968, and December SO, 1967 


Cook and Gray 

Cook Combined—Note B 



1968 

1967 

1968 

1967 

Net sales. 

Leased department and other income 

$443,857,877 

1,310,285 

$386,917,729 

405,435 

$577,174,314 

3,367,235 

$480,516,464 

1,287,437 


445,168,162 387,323,164 580,541,549 481,803,901 


Costs and expenses: 

Cost of merchandise sold 

344 , 394,857 

304,769,171 

433 , 801,615 

366,961,481 

Selling, administrative, and general expenses . . . 

82 , 086,989 

68,421,516 

119 , 384,260 

94,533,568 

Interest expense. 

1 , 855,527 

1,596,926 

2 , 419,627 

1,685,507 


428 , 337,373 

374,787,613 

555 , 605,502 

463,180,556 

INCOME BEFORE FEDERAL INCOME TAXES 

16 , 830,789 

12,535,551 

24 , 936,047 

18,623,345 

Federal income taxes: 

Currently payable. 

7 , 995,990 

5,345,600 

11 , 750,290 

8,176,500 

Deferred. 

331,010 

313,650 

331,010 

313,650 


8 , 327,000 

5,659,250 

12 , 081,300 

8,490,150 

NET INCOME 

$ 8 , 503,789 

$ 6,876,301 

$ 12 , 854,747 

$ 10,133,195 

Net income per Common Share—Note H. 

$ 2.26 

$ 1.86 

$ 2.40 

$ 1.79 

Provision for depreciation 

(principally straight-line) included above. 

$ 4 , 257,376 

$ 3,804,992 

$ 5 , 506,252 

$ 4,787,289 


See notes to financial statements. 
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Statement of 

Consolidated Source and Application of Funds 

Cook Coffee Company and Subsidiaries 

and Pro Forma Combined Statement of Consolidated Source and Application of Funds 
Cook Coffee Company and Subsidiaries and Gray Drug Stores , Inc. and Subsidiaries 
Fiscal year ended December 28, 1968 


Source of funds: 

Net income. 

Depreciation. 

Increase in deferred federal income taxes. 

Increase in reserve for retirement benefits. 

TOTAL FROM OPERATIONS 


Proceeds of properties sold and leased back. 

5V£% Subordinated Convertible Debentures issued in purchases of a company 

Market value of Common Shares issued in purchases of companies. 

Proceeds from sale of Common Shares under options. 


Application of funds: 

Dividends. 

Additions to property, plant, and equipment—net, except for properties 
sold and leased back. 

Purchase of subsidiaries (less working capital of such subsidiaries) . . . 

Decrease in notes payable. 

Increase in working capital. 

Cost of Common Shares purchased. 

Other. 


Cook 


$ 8,503,789 
4,257,376 
331,010 
223,550 
13,315,725 

9,460,000 
18,700,000 
1,298,401 
726,046 
$ 43,500,172 


$ 1,422,890 

15,496,557 
12,003,462 
2,707,304 
11,841,186 
17,438 
11,335 
$ 43,500,172 


Cook and Gray 
Combined- 
Note B 


$ 12,854,747 
5,506,252 
331,010 
223,550 
18,915,559 

9,460,000 
18,700,000 
1,298,401 
726,046 
$ 49,100,006 


$ 3,334,811 

17,385,898 
12,492,566 
3,395,505 
12,344,400 
17,438 
129,388 
$ 49,100,006 


See notes to financial statements. 
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Statement of 

Consolidated Shareholders’ Equity 

Cook Coffee Company and Subsidiaries 


Fiscal years ended December 28, 1968, and December SO, 1967 



CAPITAL 

SHARES 

CAPITAL IN 

EXCESS OF 

PAR VALUE 

RETAINED 

EARNINGS 

COST OF 

C OMMON SHARES 

IN TREASURY 

TOTAL 

Balance at January 1, 1967 . 

$ 3,704,652 

$ 8,892,291 

$17,129,713 

$ (350,768) 

$29,375,888 

Net income . 



6,876,301 


6,876,301 

Dividends: 

$2.25 Preferred—$.5625 a share . . 



(12,000) 


(12,000) 

Market value of 172,718 Common 
Shares issued as stock dividends. 

172,718 

3,230,824 

(3,754,981) 

351,439 

-0- 

Cash paid in lieu of fractional shares 



(152,421) 


(152,421) 

Cash —by pooled companies prior to 
merger . 



(34,360) 


(34,360) 

Sale of 10,688 Common Shares under 
options. 

10,688 

102,948 



113,636 

Purchase of 22,602 Common Shares . 




(346,990) 

(346,990) 

Retirement of 26,242 Common Shares 

(26,242) 

(223,783) 

(96,294) 

346,319 


Transactions of pooled company prior 
to merger. 

1,000 

43,450 



44,450 

BALANCE AT 
DECEMBER 30, 1967 

3,862,816 

12,045,730 

19,955,958 

-0- 

35,864,504 

Net income . 



8,503,789 


8,503,789 

Dividends: 

$2.25 Preferred—$2.25 a share . . 



(47,999) 


(47,999) 

Common—$.375 a share. 



(1,374,891) 


(1,374,891) 

Market value of 46,694 Common Shares 
issued in purchases of companies 

46,694 

1,251,707 



1,298,401 

Sale of 53,378 Common Shares under 
options. 

53,378 

672,668 



726,046 

Purchase of 500 Common Shares . . 




(17,438) 

(17,438) 

Other. 


(35,151) 



(35,151) 

BALANCE AT 






DECEMBER 28, 1968 

$ 3,962,888 

$13,934,954 

$27,036,857 

$ (17,438) 

$44,917,261 


See notes to financial statements. 
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Pro Forma Combined Statement of 

Consolidated Shareholders’ Equity 

Cook Coffee Company and Subsidiaries and Gray Drug Stores , Inc. and Subsidiaries 


Fiscal years ended December 28, 1968, and December 30, 1967 



CAPITAL 

SHARKS 

CAPITAL IN 

EXCESS OF 

PAR VALUE 

RETAINED 

EARNINGS 

COST OF 

COM MON SHARKS 

IN TREASURY 

TOTAL 

Cook at January 1,1967 

$ 3,704,652 

$ 8,892,291 

$17,129,713 

$ (350,768 

$29,375,888 

Adjustments resulting from pooling of 
Gray Drug Stores, Inc.—Note B 

2,031,300 

8,088,537 

9,925,254 


20,045,091 


5,735,952 

16,980,828 

27,054,967 

(350,768) 

49,420,979 

Net income 



10,133,195 


10,133,195 

Dividends: 

$2.25 Preferred —$.5625 a share 



(12,000) 


(12,000) 

Market value of 172,718 Common 
Shares issued as stock dividends . 

172,718 

3,230,824 

(3,754,981) 

351,439 

-0- 

Cash paid in lieu of fractional shares 



(152,421) 


(152,421) 

Cash—by pooled companies prior to 
merger . 



(1,236,910) 


(1,236,910) 

Sale of 10,688 Common Shares under 
options. 

10,688 

102,948 



113,636 

Purchase of 22,602 Common Shares . 




(346,990) 

(346,990) 

Retirement of 26,242 Common Shares 

(26,242) 

(223,783) 

(96,294) 

346,319 

-0- 

Transactions of pooled company prior 
to merger. 

1,000 

43,450 



44,450 

BALANCE AT 
DECEMBER 30, 1967 

5,894,116 

20,134,267 

31,935,556 

-0- 

57,963,939 

Net income . 



12,854,747 


12,854,747 

Dividends: 

$2.25 Preferred—$2.25 a share . . 



(47,999) 


(47,999) 

Common—$.375 a share 



(1,374,891) 


(1,374,891) 

Cash—by pooled company prior to 
merger . 



(2,660,064) 


(2,660,064) 

Net income of Gray for period July 1, 
1967, to December 31, 1967. . . . 



2,100,607 


2,100,607 

Transaction of pooled company prior 
to merger. 

46,875 

703,125 



750,000 

Market value of 46,694 Common Shares 
issued in purchases of companies 

46,694 

1,251,707 



1,298,401 

Sale of 53,378 Common Shares under 
options. 

53,378 

672,668 



726,046 

Purchase of 500 Common Shares . . 




(17,438) 

(17,438) 

Other. 


(35,151) 



(35,151) 

BALANCE AT 






DECEMBER 28, 1968 

$ 6,041,063 

$22,726,616 

$42,807,956 

$ (17,438) 

$71,558,197 


See notes to financial statements. 
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Notes to Financial Statements 

Cook Coffee Company and Subsidiaries 
and 

Gray Drug Stores , Inc. and Subsidiaries 
December 28 , 1968 


Note A—Principles of Consolidation 

The accounts of Cook Coffee Company and all of its subsidi¬ 
aries have been included in the consolidated financial state¬ 
ments. Intercompany sales were eliminated and the Company 
believes that no significant amount of intercompany profits 
was present in the inventories at any given date. 

During 1968 Cook issued 92,500 Common Shares in an 
acquisition 'accounted for as a pooling of interests and the 
accounts of the acquired company are included in the com¬ 
bined consolidated financial statements for both years. Cook 
also purchased four companies during 1968 for cash, $18,700,000 
of 5J^% Subordinated Convertible Debentures, and 46,694 
Common Shares. Operations of these companies are included 
in the statement of consolidated income from the respective 
dates of acquisition. 

Note B—Acquisition of Gray Drug Stores, Inc. 

On March 13, 1969, the shareholders of Cook Coffee Com¬ 
pany and Gray Drug Stores, Inc. approved an Agreement and 
Plan of Reorganization dated January 16, 1969, under the 
terms of which Gray Drug Stores, Inc. will be merged into a 
wholly-owned subsidiary of Cook Coffee Company and the 
transaction will be accounted for as a pooling of interests. The 
shareholders of Gray will receive 1,662,540 Cook $1.70 Con¬ 
vertible Preferred Shares and 415,635 Cook Common Shares 
in exchange for the Gray Common Shares held by them. 

The Agreement contains certain conditions precedent, among 
which is a requirement that a favorable ruling regarding the 
federal income tax status of the merger be received from the 
Internal Revenue Service. In the opinion of counsel for the 
respective companies the Agreement meets all necessary re¬ 
quirements for the requested ruling, however, such ruling has 
not been received. 

In the accompanying pro forma combined consolidated finan¬ 
cial statements this transaction has been treated as if consum¬ 
mated on a pooling of interests basis. The results of Gray for 
the year ended December 31, 1968 (sales—$133,316,437; net 
income—$4,350,958) and for the year ended June 30, 1967 
(sales—$93,598,735; net income—$3,256,894) have been com¬ 
bined with the results of Cook for the years ended December 
28, 1968, and December 30, 1967, respectively. Due to the 
different fiscal years of the companies, net income ($2,100,607) 
of Gray for the six months ended December 31, 1967, has been 
credited directly to retained earnings. 

Note C —Cost of Businesses in Excess of Net Assets Acquired 

The cost of businesses in excess of net assets acquired is not 
being amortized because in the opinion of management there 
has been no decrease in value. 

Under the terms of an agreement relating to the acquisitions 
of certain companies by Gray, additional payments may be 
required based on the annual combined net income (as defined) 
of the acquired companies through June 30, 1971. 


Note D—Long-Term Debt 

The following is a summary of notes payable at December 
28,1968: 

Cook Coffee Company and subsidiaries: 

5% note payable to a bank due in quarter 
annual installments of $175,000 to December 


31, 1974 $ 4,200,000 

6% notes payable to banks due in annual in¬ 
stallments of $200,000 to December 15, 1970 400,000 

Notes payable to banks on February 1, 1970, 
interest at the rate of J^% above the prime 
rate. 1,000,000 

b%% note payable to an insurance company 
due in semiannual installments of $300,000 
to April 2, 1976, with balance due October 
2, 1976 . 5,900,000 

Notes payable secured by mortgages on vari¬ 
ous premises, interest from 4J^% to 6% 

(installments payable in 1969 aggregate 
$553,095) 8,488,273 

7 % subordinated note payable approximate¬ 
ly $110,000 annually with balance due Octo¬ 
ber 1, 1974 1,724,165 

21,712,438 

Less current portion. 2,162,415 

19,550,023 

Gray Drug Stores, Inc. and subsidiaries: 

Notes payable to a bank due August 1, 1969 3,500,000 

Payable under acquisition agreement, due 
$296,075 annually to June 30, 1971, interest 
at the prime rate. 888,226 

4,388,226 

Less current portion. 696,075 

3,692,151 


$23,242,174 


The Cook loan agreements contain certain restrictive cove¬ 
nants pertaining to the maintenance of consolidated working 
capital and limit the amount of cash distribution to share¬ 
holders. Retained earnings free of such restrictions were ap¬ 
proximately $15,200,000 at December 28, 1968. Unrestricted 
pro forma combined retained earnings would not be less than 
such amount. 

The b*/ 2 % convertible debentures are due $935,000, Septem¬ 
ber 21, 1992, with the balance due September 21, 1993. They 
are convertible into Common Shares at the rate of 25 shares 
for each $1,000 principal amount of debentures. At December 
28, 1968, there were 467,500 Common Shares reserved for this 
purpose. 

The notes payable to a bank by Gray, due August 1, 1969, 
represent borrowings under an $8,000,000 revolving credit 
agreement and bear interest at the prime commercial rate from 
time to time in effect (6 3 4 % at December 28, 1968). Any such 
borrowings outstanding at August 1, 1969, are expected to be 
converted into a term loan, payable over a six-year period be¬ 
ginning September 30, 1969, with interest at \£% over the 
prime rate. 

Note E — Retirement Income and Profit Sharing Plans 

Cook and Gray have several pension and profit sharing plans 
which cover certain of their employees. Total expense for the 
year was approximately $361,000 for Cook and $973,000 on a 
combined basis, including amortization of prior service costs. 
Pension cost accruals are not funded as to Cook and are funded 
as to Gray. 
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Note F—Capital Shares 

There are authorized 1,000,000 Preferred Shares of Cook 
without par value issuable in series. Each share is entitled to 
one-fifth vote and has certain preferences with respect to cumu¬ 
lative dividends and liquidating distributions. The Board of 
Directors designated 45,000 shares as $2.25 Convertible Pre¬ 
ferred Shares, Series A, of which 21,333 were outstanding at 
December 28, 1968, and December 30, 1967. Each of these 
shares may be converted (subject to certain adjustments) into 
two Common Shares and is entitled to $45 a share on redemp¬ 
tion or in liquidation (aggregate amount $959,985). Additional 
Series A shares not to exceed 21,000 shares may be issued based 
on the earnings as defined of certain acquired companies prior 
to December 31, 1971. 

During the year the shareholders of Cook approved an in¬ 
crease in the authorized Common Shares from 2,500,000 shares 
to 7,500,000 shares, and subsequent to year end approved an 
additional increase to 20,000,000 shares. On May 15, 1968, a 
100% share distribution was made which has been given retro¬ 
active effect in the consolidated financial statements and re¬ 
lated notes. At December 28, 1968, there were 3,776,388 Com¬ 
mon Shares outstanding after deducting 500 shares held in 
treasury and at December 30, 1967, there were 3,676,816 
Common Shares outstanding. 

Subsequent to year end, the shareholders of Cook authorized 
1,800,000 shares of $1.70 Convertible Preferred Shares without 
par value, of which 1,662,540 shares are to be issued, along 
with 415,635 Common Shares, in the acquisition of Gray Drug 
Stores, Inc. In the pro forma combined financial statements 
these shares were treated as if outstanding at December 28, 
1968, and December 30, 1967. The Preferred Shares are con¬ 
vertible share for share (subject to certain adjustments) into 
Common Shares, are entitled to one vote per share and have 
preference with respect to cumulative dividends. Each Pre¬ 
ferred Share is redeemable at $50 a share and has an involun¬ 
tary liquidation preference of $20 a share (aggregate amount 
$33,250,800). 

An aggregate of 2,563,657 Common Shares have been re¬ 
served for conversion of Subordinated Debentures and Pre¬ 
ferred Shares and exercise of stock options, including 1,725,040 
shares reserved for conversion of $1.70 Convertible Preferred 
Shares and for Gray stock options. 


Note G—Stock Options 

At December 28, 1968, there were 328,451 Common Shares 
reserved for issuance to key employees of Cook under stock 
option plans. The options are issued at market price at the 
date of grant and expire generally in five years. During 1968 
options for 52,500 shares were granted at prices ranging from 
$23.06 to $41.75 a share, options for 53,378 shares were exer¬ 
cised at prices ranging from $9.38 to $15.66 a share, and options 
for 4,234 shares were canceled. Options were outstanding at 
December 28, 1968, for 285,630 shares at prices ranging from 
$9.38 to $41.75 a share, of which 143,534 were exercisable. 

Upon consummation of the merger with Gray a maximum of 
62,500 Common Shares of Cook will be reserved for issuance 
to holders of Gray options outstanding on that date. 

Note H—Net Income Per Common Share 

Net income per Common Share has been computed after 
deducting preferred dividend requirements and is based on the 
average number of shares outstanding during each respective 
year after giving effect to the 100% share distribution, stock 
dividends and the shares issued (or to be issued as to the pro 
forma combined statements) in connection with acquisitions 
of companies accounted for as pooling of interests. Assuming 
conversion of Subordinated Debentures and Preferred Shares 
and the exercise of outstanding stock options pro forma net 
income per Common Share was $2.12 for 1968 and $1.80 for 
1967 as to Cook and $2.11 for 1968 and $1.73 for 1967 on a 
combined basis. 

Note I —Leased Properties 

Certain properties were sold by Cook during 1968 and leased 
back for an original term of 25 years with options to renew for 
additional periods. The proceeds of the sale, approximately 
$9,460,000 were substantially equal to the net book value of 
the properties sold. Cook also has sold, subsequent to Decem¬ 
ber 28, 1968, and leased back under similar terms, an addi¬ 
tional property for an amount substantially equal to its net 
book value of approximately $5,200,000. 

Cook, Gray, and their subsidiaries lease real and personal 
property (excluding that property sold subsequent to Decem¬ 
ber 28, 1968) under lease requiring minimum annual rentals 
of approximately $9,350,000 (including $1,050,000 for store 
fixtures) as to Cook and $13,900,000 on a combined basis. 
Certain of the leases provide for additional rentals based on 
sales. 


Accountants’ Report 

Shareholders 

Cook Coffee Company 

Cleveland, Ohio 

We have examined the consolidated financial state¬ 
ments of Cook Coffee Company and subsidiaries for the 
fiscal year ended December 28, 1968. Our examination 
was made in accordance with generally accepted auditing 
standards, and accordingly included such tests of the 
accounting records and such other auditing procedures 
as we considered necessary in the circumstances. 

In our opinion, the accompanying statements of finan¬ 
cial condition, income, shareholders’ equity, and source 
and application of funds present fairly the consolidated 
financial position of Cook Coffee Company and subsidi¬ 
aries at December 28, 1968, and the consolidated results 
of their operations, changes in shareholders’ equity and 
source and application of funds for the fiscal year then 
ended, in conformity with generally accepted accounting 
principles applied on a basis consistent with that of the 
preceding year. 


We also have examined the accompanying pro forma 
combined consolidated financial statements, combining 
the aforementioned consolidated financial statements of 
Cook and the consolidated financial statements of Gray 
Drug Stores, Inc. and subsidiaries (which we have also 
examined and upon which we have expressed an unquali¬ 
fied opinion) for the fiscal year ended December 28,1968, 
which give effect to the transaction described in Note B. 
In our opinion, the accompanying pro forma combined 
statements of financial condition, income, shareholders’ 
equity and source and application of funds present fairly 
the combined consolidated financial position of Cook 
Coffee Company and subsidiaries and Gray Drug Stores, 
Inc. and subsidiaries as of December 28, 1968, and the 
combined consolidated results of their operations, changes 
in shareholders’ equity and source and application of 
funds as they would have appeared if the transaction 
described in Note B had been consummated. 


Cleveland, Ohio 
March 13, 1969 
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